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In  that  part  of  our  country  served  by  the  New  York  Cea- 
tral  lines  are  t5  be  found  many  of  our  greatest  industrial 
centers.  Activity  in  the  mines,  shops  and  factories  has  never 
been  greater  than  during  the  past  year.  It  is  a  matter  of 
common  knowledge  that  the  earnings  of  many  of  tiiese  in- 
dustrial <5cmcems  have  been  lai^e.  Their  output  has  been 
enormous  and  it  would  have  been  larger  but  for  the  inability 
of  the  carriers  to  move  in  tlie  raw  materials  and  get  out  the 
finished  products. 

How  much  the  limited  capacity  <^  our  transportation 
lines  may  have  contributed  to  present  high  prices,  no  one 
can  tell.  If  we  had  been  able  to  do  many  of  the  things  that 
we  know  needed  to  be  done^  the  capacity  would  now  be 
much  greats.  But  the  capital  was  not  to  be  had,  at  least 
at  rates  which  we  could  afford  to  pay^  However,  we  have 
done  the  best  we  could  for  our  patrons;  despite  embargoes, 
car  shortages,  congestion  at  terminals,  strikeg,  and  other  un- 
favorable circumstances,  we  have  omm  thraugh  a  year  that 
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marks  a  peak  load.  Never  before  has  an  annual  report  con- 
tained such  large  Hgures  refaeeenting  traffic  handled. 

Prosperity  has  been,  and  is  wideq)read  to  an  tinnsaal  dft- 
fflee.  Our  revenues,  for  a  part  of  the  year  just  past,  reflected 
a  satisfactory  growth.  By  great  effort  and  watehfulness,  the 
margin  hebweea  revenues  and  expenses  was  kept  for  a  time 
on  a  safe  basis,  but  with  the  passing  of  the  year  came  a  reali- 
xaiion  that  different  times  were  upon  us.  Prices  for  nearly 
everything  rose  rapidly.  The  profits  enjoyed  by  selling  all 
the  transportation  that  could  be  delivered  at  old  prices  began 
then  to  melt  away  under  the  pressure  <rf  higher  opeiating 
costs* 

For  the  first  quarter  of  1917  (Mfu^h  estimated)  we  show, 
in  comparison  with  the  previous  year,  that  gross  <q?eratmg 
revenues  remained  practically  stationary ;  that  operating  ex- 
penses increased  16.7  per  cent  for  the  New  York  Centnd 
Bailroad,  20.8  per  cent  for  the  Lines,  and  as  a  result  of 
these  and  other  increases,  net  op^a^g  income  is  lower  than 
in  the  preceding  year  by  47.4  per  cent  for  the  New  Ya* 
Central  Railroad  and  52,4  per  cent  for  the  lines. 

I  do  not  wish  to  sppeax  as  an  alarmist.  The  problem  must 
and  will  be  solved  in  some  way.  But  hew  ia  a  changed 
situation  by  which  our  pet  operating  income  is  reduced  to 
half  of  what  it  was  last  year,  and  I  should  fail  in  my  duty 
if  I  did  not  tell  you  the  facts.  The  higher  prices  for  labor 
and  materials  now  upon  us  do  not  show  their  full  effect  in 
the  figures  just  cited.  During  this  quarter  there  were  some 
uneixpired  contracts  from  which  some  protection  was  had, 
uid  the  wage  increases  allowed  axe  not  all  included  in  these 
three  months.  Because  of  these  increases,  and  despite  the 
enormous  business  done,  we  find  ourselves  back  t»  a  position 
that  we  know  is  not  safe,  and  must  be  changed  if  we  are 
to  go  on. 

The  proportion  is  single.   It  it  an  acuta  attack  of  the 

trouble  that  has  been  with  us  for  many  years.  Undoubtedly 
a  different  level  of  prices  is  now  upon  us.  The  raih-oad  must 


pay  rising  prices  for  what  is  used,  and  it  can  with  the  great- 
est difficulty  raise  its  own  rates  to  offset  those.  By  such  a 
process,  equity  in  the  property  is  slowly  but  surely  extin- 
guished, and  if  it  is  continued,  the  finest  transportaticoi  mar 
chine  "will  eventually  be  broken  down. 

Some  one  has  characterized  the  process  of  rising  prices  as 
a  vicious  circle,  but  it  is  only  vicious  when  the  circle  is  in- 
complete, and  a  large  and  important  industry  is  left  wiHumt 
reooorae  to  usual  methods. 

Hie  greatert  ^Sdency  in  the  plant  was  devdoped  as  wp- 
pears  from  the  ratio — greater  must  be  obtained  in  such  an 
industry  as  ours  through  the  further  development  of  men 
and  machinery,  and  such  a  process  requires  time  and  money. 

In  the  competition  for  labor,  which  the  new  conditions 
have  brought,  the  railroads  are  at  a  great  disadvantage.  But 
for  a  degree  of  loyalty  that  is  found  in  some  men  we  should 
have  lost  more  than  ever.  In  one  month  last  year,  the  New 
York  Central  road  lost  over  4,000  men  who  left  the  advice 
vokmtarily,  and,  therefore,  presumably  to  better  themsdvea. 
This  rate,  for  a  year,  would  represent  more  than  half  of  the 
employees.  I  do  not  mean  to  say  that  half  of  our  ^ployees 
have  quit  our  service  in  a  year,  for  some  of  the  positions  are 
vacated  repeatedly,  but  the  fact  is  that  at  the  rate  shown 
for  October,  1916,  we  suffered  a  loss  due  to  "turnover,"  which 
affects  discipline  and  economy. 

When,  within  the  last  week  or  ten  days»  I  visited  the 
yards  on  our  line  of  railway,  I  found  engines  waiting  for 
men  to  repair  them,  cars  waiting  for  men  to  unload  them, 
cars  waiting  for  men  to  repair  tiiem ;  all  because  we  cannot 
get  men  at  the  price  that  we  can  afford  to  pay.  In  one  of 
the  engine  houses  I  asked  why  they  did  not  repair  the  ot- 
gines,  and  get  them  out  the  night  before,  and  they  said, 
"We  cannot  grt  men  to  work  nights  for  what  you  will  allow 
us;  tiiey  can  go  across  the  rtreet  and  get  five  eesati  an  hom 
more  than  we  can  pay  them,  and  they  won't  stay." 
There  are  thousands  of  freight  cars  standing  idle,  waiting 
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for  laborers  to  unload  the  freight,  because  th^  will  pay  a 
dollar  a  day  more  upon  the  street  or  in  the  municipal  work, 
or  in  the  factory,  than  the  railroad  can  afford  to  pay.  Those 
are  real  every-day  facts.  Strikes  occur  by  the  hour  and  by 
the  day  and  by  the.wedc,  and  have  been  gi»ng  on. 

New  York  Central  System  statements  for  the  year  ended 
June  30,  1916,  filed  here,  show  that  the  net  operatmg  in- 
come ffvm  a  ratio  of  7.69  per  cent  upon  the  net  investment 
in  property  devoted  to  public  use.  That  was  our  best  year 
in  recent  times.  In  an  industrial  company,  at  this  time, 
seven  and  one-half  per  cent  would  be  considered  very  small. 
Merely  by  contrast  with  other  years  m  the  recent  past,  we 
are  pleased  with  it,>  and  if  we  could  accept  it  as  indicating  a 
changed  condition  whidi  might  be  held,  we  should  be  mow 
pleased,  but  akeady  the  temporary  gain  has  disappeared. 
Our  stockholders  received  no  greater  dividend,  and  the  larger 
surplus  m  but  a  sUght  offset  to  the  two  vwy  poor  years 
which  preceded,  when,  for  eacample,  our  whole  system  Gained 
but  3.29  per  cent  in  1914  and  4.41  per  cent  in  1915.  The 
average  <rf  the  three  years  would  give  us  a  return  of  barely 
five  pw  ceot^  and  (m  such  a  small  return  we  cannot  grow  as 
we  should — ^notwithstanding  figures  or  theories. 

Reference  was  made  in  the  preliminary  hearings  to  our 
inability  to  sell  stock.  For  years  it  has  been  my  hope  that 
tiie  New  York  Central  would  be  able  to  increase  its  stock- 
holding interest,  as  it  should^  instead  of  procuring  the  neces- 
sary new  capital  upon  bonds  or  notes.  In  view  of  the  road's 
improved  position  last  summer,  the  stock  rose  in  the  market 
to  a  point  eoosiderably  above  par,  and  it  appeared  that  the 
time  had  arrived  for  the  company  to  issue  stoek  for  a  part 
of  the  large  sums  needed  for  improvemwit.  Oonditi<ms 
changed  in  a  short  time,  so  that  we  were  unable  to  sell  the 
stock,  and  it  seons  plain  that  either  the  dividend  rate  is  not 
high  enough,  or  the  paWie  is  not  sufficiently  assared  of  the 
railroad  situation  in  this  country  to  mpke  the  slock  attrac- 
tive in  the  investment  markets. 
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The  opewting  ratio  for  the  New  York  Central  Railroad 
for  the  year  ended  December  31,  1916,  was  only  64.36  per 
cent.  For  the  Lines  it  was  only  64.11  per  cent.  Oonsider- 
ing  the  conditions  obtaining  in  this  territory,  and  upon  a 
trunk  line,  that  ratio  may  be  regarded,  I  believe,  as  quite 
a  creditable  performance.  It  does  not»  however,  toil  the 
whole  story.  The  expenses  of  the  year  show  increcMS  in 
maintenance  expenses,  but  those  expenses  are  not  propop* 
tionate  to  the  use  Q,f  the  property.  The  labor  that  was 
needed  could  not  be  had,  and  the  help  that  could  be  hired, 
could  not,  or  did  not,  acoompliah  the  same  results  per  dollar 
of  expenses  as  in  former  years;  therefore  the  New  Ycxk 
Central  Railroad  expenses  are  estimated  to  be  more  than 
$5,000,000  lower  than  they  would  have  been  if  it  had  been 
possible  to  do  the  mainteiiance  work  which  was  actually 
needed.  This  is,  of  course,  merely  deferred  maintenance 
which  must  some  time  be  made  good. 

We  are  here  asking  for  a  general  increase  of  15  per  cent 
in  frei^t  rates.  Compered  with  the  gnieral  mcrease  in 
prices,  especially  for  those  things  that  a  railroad  has  to  buy, 
this  is  a  modest  request.  A  statement  has  been  compiled 
by  our  pundiasii^;  ^quurtment  showing  the  quantities  of 
certain  materials  purchased  in  1916,  and  the  same  quantities 
at  the  prices  now  applicable.  These  articles  were  not  selected 
by  us,  and  they  make  up  about  one-half  the  purchases  of 
last  year.  The  increase  in  prices  here  indicated  is  prac- 
tically 40  per  cent.  This  last  does  not  include  iuek;  for  that 
indispensible  commodity,  the  railroad  faces  an  in<a«ased 
cost  of  nearly  60  per  cent.  The  New  York  Central  Rail- 
lead's  purchasing  dq>artment  last  year  bought  $38,882,000 
worth  of  supplies.  It  is  a  conservative  statement  to  say  that 
on  the  present  outlook  these  supplies  for  the  current  year 
will  cost  40  .  to  50  per  cent  more.  So,  compared  with  the 
I»iceB  of  c(Mnmodities  consumed  by  the  company,  a  request 
for  15  per  cent  additional  frei^^t  toll  is  a  very  raodenUe  one. 
If  this  Commission  had  the  power  to  grant  va  an  inereeae 
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a£.15  per  cmt  upon  all  fral^t  traffic^  intrastate  as  well  as 

interstate,  and  allowed  it  upon  coal,  coke,  ore,  and  all  other 
traffic,  the  additional  revenues  would  not  offset  the  costs 
that  have  been  added  to  our  pay-rolla  and  vouchers  in  the 
last  fifteen  months.  Let  us  take  15  per  c^t  of  oar  frei^t 
revenues — ^the  increase  cannot  work  out  nearly  as  much  as 
tliat,  because  of  the  necessity  for  dividing  the  flat  rates  pro- 
posed on  coal,  and  so  forth,  betwem  carriers  at  interest 

N.  Y.  C.  R.  R. 

(Kxolusive  of 

B.  &  A.  K.  R.)       N.  Y.  C.  Liues. 

Ill  1916  we  had  freij^lit  revenues.. .  $127,800,101.00  $239,593,538.00 
157^  on  all  of  these  would  be   19,170,000.00  35,050,030.00 

As  compai'ed  with  the  expense  of  191G,  there  are  estimated  In- 
creavses  iu  expenses  for  1917  as  follows: 

Increased  wages— Adamson  law.-..       3,619,000.00  7,250,000.00 

Other  increased  wages  granted             3.700,000.00  6,859,000.00 

Foel                                                 e;»9,000.00  13,566,000.00 

Other  mateiiils  and  svvpliM              9,800e.OOO.OO  18,000,000.00 

Turn                                              2,906,000.00  2,006,000*00 

25,814,000.00  48,671,000.00 

The  foregoing  items  absorb  much  more  than  the  whole  of 
the  increase  asked  for,  and  I  have  not  said  anything  about 
the  incxeaaed  cost  of  eqttipmeiit;  nor  of  the  larger  fixed 
charges  that  we  dhall  have  to  meet  by  reason  of  the  invest* 
ments  in  additions  and  betterments  that  we  are  constantly 
making,  many  of  which  are  required  by  authorities.  Fur- 
thflnnoTOy  we  aie  compariiig  these  costs  with  15  per  cent 
upon  everything. 

Another  important  point  is  that  these  expenses  are  now 
upon  us,  except  as  affected  in  a  minor  way  by  consuming 
stock  on  hand.  Already  we  are  nearly  six  months  behind 
any  possibility  of  relief.  That  period  of  itself  is  enougli 
to  absorb  a  large  part  of  the  surplus  we  may  have  appeared 
to  gain  last  year. 

A  fair  estimate  of  the  increases  expected  by  the  15  per 
cent  advance  in  freight  rates  based  upon  last  year's  revenues 
is^  in  round  figures,  $17^000,000  pe;  fumum,  pne-half  o{ 
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this  wiU  give  ns  for  m7,  about  $8,500,000  for  the  New 
York  Cfentral  Bailfoad  Company. 

Last  year  at  June  80th,  we  had  a  surplus  for  the  six  months 
of  $13,240,966  after  dividends.  This  year,  for  the  four 
montlis  ending  April  3(Hh,  we  have  n<A  made  one-third  of 
our  dividend  by  $1,280,000  and  we  are  $7,811,000  or  nearly 
$2,000,000  a  month  behind  the  corresponding  figures  for 
the  same  period  last  year. 

These  four  months  do  not  reflect  the  full  effect  of  Hie 
higher  prices  because  coal  has  again  advanced  during  the 
past  week  and  wages  have  been  recently  increased.  Since 
January,  we  are  still  diaiging  out  at  old  prioes  large  quan- 
tities of  material  bought  at  lower  prices  than  those  now  pre- 
vaiUng.  Last  year  the  per  diem  on  freight  cars  was  45 
owits;  it  is  now  76  cents;  oura'is  a  debtor  road  because  of 
large  termmal  delivwies  in  Uie  marlceta  we  serve.  That  will 
take  $1,600,000  more  according  to  the  estimate  made  to  me. 
We  must  stem  the  tide  in  some  way,  if  we  are  to  continue 
in  the  puUic  service  all  tfaAi  this  railroad  mai^uie  means 
to  Ihttt  public. 

After  paying  our  dividend  of  5  per  cent  last  year,  the 
balance  of  the  earnings  have  found  investment  in  the  prop- 
erty. Funds  other  than  those  required  for  maintraance  and 
operation  must  be  provided  for  the  upbuilding  of  the  prop- 
erty to  enable  it  to  render  proper  service  and  keep  pace  with 
the  growth  of  the  territory  tliat  it  serves.  The  expenditures 
in  1916  were  essential  to  tiiis  end.  Similar  expenditores 
must  continue  to  be  made,  and  it  is  necessary  that  the 
company  shall  be  permitted  to  maintain  its  earnings  at  a 
level  that  will  make  its  securities  attractive  to  investors  and 
thus  permit  it  to  oblain  the  new  capital  required  for  invesfr 
ment  in  the  property,  and  at  the  same  time  earn  a  margin 
above  interest  and  reasonable  dividends  that  can  be  turned 
back  into  the  property  in  payment  im  fadlitieB  that  are 
required  or  demanded  by  the  public,  but  that  are  not  self- 
supporting  and  that  should,  therefore,  for  the  future  we}- 
f are  oi  the  company,  be  paid  for  Irom  inoemet 
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Wq  now  have  before  us  the  liecessity  of  making  large 
additi<mal  investments  in.  our  peoperty  if  we  are  to  give  the 
service  that  we  should.  Our  program  for  this  year  involves 
about  $38,400,000  of  capital,  expenditures  for  improvements 
Uiat  are  urgent  and  immediate.  The  other  improvements 
'  eixiflidered  essential  for  the  ^Scient  handling  of  traffic  under 
normal  conditions  of  peace  involve  nearly  $150,000,000,  but 
these  are  necessarily  deferred  for  the  future. 

It  bec^Bes  a  question  ot  getting  money,  to  go  into  the 
market  and  obtain  numey  where  it  is  to  be  had,  and  what 
you  are  going  to  pay  for  it,  and  with  the  showing  now  be- 
fore us  the  ability  to  go  into  the  money  market  and  get  the 
fmids  necessary  to  make  ibe»  improvemento  is  very  diffi- 
cult if  not  nearly  impossible  miless  you  pay  an  abnormal 
price  for  it,  and  if  you  pay  that  price,  if  you  do  it  on  long 
term  bonds  or  in  stock,  it  will  not  be  possible  to  sell  the  stock, 
and  if  you  put  tibe  bends  out  at  sudi  a  price,  then  you  are 
loading  your  property  with  an  undue  charge  for  many 
years.  Take  it  in  short-term  paper,  to  finance  the  property 
with  the  uncertainty  of  what  we  require  and  what  we  have 
got  to  have,  in  the  stability,  in  the  credit  to  permit  us  to  go 
out  and  compete  with  the  Government  and  with  all  others 
obtaining  money  at  a  reasonable  price,  we  caimot  do  it  with- 
out credit,  and  we  cannot  get  credit  without  proper  earn- 
ings to  show  ipxopm  surplus  above  ehargee^  It  is  a  simple 
proposition,  yet  it  is  a  difficult  one  under  the  present  idtuar 
tion. 

The  Chairman:  What  did  you  state  was  the  amount  of 
the  immediate  progmn? 

Mr.  Smith :  Thirty-eight  million  dollars  this  year.  We 
have  a  hundred  and  fifty  million  that  I  did  not  take  the 
time  to  fedte  here,  but  can  furnish  in  very  complete  detail 
if  you  deeure. 

The  railroads  have  pledged  themselves  during  the  pres- 
ent war  to  co-ordinate  their  operations,  merging  their  in- 
dividual and  ecMoapetitive  activities  in  an  ^ort  to  promote 


9 


the  best  interests  of  ttie  country.  The  execution  of  the  com- 
prehensive plans  of  the  Government  for  raising  and  train- 
ing an  army  will  involve  considerable  additional  expendi- 
ture not  her^fore  contemi^atod  for  the  establishment  id 
adequate  railroad  fadlities  at  mobilisi^<m  camps  and  at 
terminals  and  other  points  to  permit  the  expeditious  move- 
ment of  troops  with  the  least  possible  interference  with  the 
i^ular  traffic  of  the  roads.  Maintenance  ot  a  hi^  degree 
of  efficiency  will  involve  increased  expenditures  on  account 
of  the  payment  of  the  exi&ting  market  prices  for  prompt 
deliveries  of  required  material,  higher  wages  to  employees 
to  retain  tihem  in  the  s^rvi^,  and  higher  costs  <tf  eoqpedited 
service  which  it  will  be  neoessary  to  render.  The  one  source 
of  funds  available  promptly  is  throu^  additional  revenues 
which  can  be  obtained  only  through  higher  rates,  due  to 
the  amditicNQs  in  the  money  miyrket  heretofoce  mentkmed^ 

Present  indications  point  to  continued  high  prices  to 
fuel  because  of  the  scarcity  of  labor  and  lack  of  immigra- 
tion. The  same  applies  to  prices  for  iron  and  steel  articles. 
The  end  of  the  war  may  about  a  curtaiknraA  of  de- 
mand and.S(Hne  increased  capacity,  but  there  is  ground  for 
the  belief  that  the  capacity  of  the  United  States  will  be  taxed 
for  some  time  because  of  the  destruction  of  the  steel  works 
in  Belgium  and  France  and  the  destructi<NCi  sd  shipping. 
The  sh<Mrtag!e  of  him  and  the  prevailing  wages  will  continue 
*  for  a  time  at  least  although  the  abnormal  commodity  prices 
now  in  effect  n^ay  be  somewhat  reduced.  '  There  is  further 
poBsilMlily  thai  upon  the  concliuson  of  peace  tomga  bwn 
w<»idng  men  may  return  to  E^urope,  and  it  is  doubtful  if 
European  countries  will  allow  their  subjects  to  come  here. 
If  so  these  conditions  will  tend  to  prolong  the  labor  shortage. 

I  do  not  undertake  the  nde  of  a  |»t>phet  and  I  hope  that 
ib&n  is  litfle  of  the  idannist  or  pes^unkt  about  me.  We  do 
not  need  to  forecast  the  future  to  a  great  extent.  It  is  a 
present  condition  that  we  have  to  deal  with.  We  are  doing 
a  reooid  buffinoHS  we  cannot  do  much  nuxre  witlumt  in- 
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creasing  our  plant  and  equipmen^-and  yet  our 
is  too  amall  to  justify  us  in  increasing  the  plant,  if  indeed 
it  is  not  too  small  this  year  to  pay  our  obligations.  Values 
have  changed  and  changed  at  a  rate  that  none  of  us  has 
ever  seen.  We  know  it  in  the  railroad  offices  and  this  Com- 
mission must  know  it.  Already  the  current  year  is  'way  he- 
hind  what  it  should  be  and,  before  any  substantial  relief  is 
procurable,  the  year  will  be  half  gone.  We  do  not  ask  to 
shift  our  burdens  to  others;  we  ask  m«ely  to  share  in  the 
prosperity  of  the  country  and  to  maintain  our  position  m 
relation  to  those  w©  serve.  We  also  ask  for  that  financial 
strangth  that  we  must  have  in  ordw  to  carry  out  the  pro- 
gram we  have  undertaken  for  the  beneBt  of  the  country  as 
a  whole. 


(Stt6B) 


